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TO ¢+ The Honorable David K. E. Bruce, Under Secretary of State

SUBJECT: Draft "An Evaluation of the Psychological Impact.in the
United Kingdom of United States Foreign Economic
Policies and Programs." (PSB D-36)

I attach a draft of PSB D-36, bearing the above-quoted title,
for consideration and appropriate action by the Board at its meet-
ing on' January 15, 1953.

This Evaluation was developed in the PSB Staff pursuant to
the Board's authorization at its luncheon meeting on August 14,
1952, In accordance with the Board's instructions and in the light
of the primary initiative and interest of the Department of State
in this matter, the staff has relied primarily on consultation with
the Department of State in preparing this document, Additional
consultation was held with representatives of the Office of the
Director for Mutual Security,

The oxperlence gained in this project has, I believe, been
helpful in clarifying requirements for future work in the fleld
of evaluating the national psychological effort.

I recommend approval of this Evaluation and its transmittal,

as approved, to the President and the National Security Council,
and to interested Departments and agencies.

S/Alan G. Kirk

Alan G. Kirk
Director
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PSYCHOLOGICAL STRATFGY BOARD
WASHINGTON, D. C.

AN EVALUATION OF THE PSYCHOLOGICAL IMPACT IN THE UNITiD KINGDOM OF
UNITED STATES FORLIGN ECONOMIC POLICIES AND PROGRAMS

I, Statement of the Prohlem

To evaluate the psychological lmpact of U.S. foreign economic
policies and programs in the United Kingdom.,
NOTE: This evaluation is primarily concerned with the impact
of the policieé and programs referred to on the willingness of the
government and the people of the United Kingdom to act in accordance
with basic U.S. security objJectives in the present world struggle.

The time span considered is the period since the end of World War II.
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II. Summary

1. The positive psychological value of U.S. postwar assistance
to the U.K, is considerably offset by adverse British reactiorsto
aspects of U,S. ald and other economie policies. Such reactions have
combined with political and other frietions to aggravate British mis-
givings and resentments toward the U.S,, and thus to dampen Britain's
enthusissm for the alliance. None of these factors threaten British
adherence to NATO or to tue U.S. as an ally,

2., The chilef sources of frietion in U,S. economic policy have
been:

g. The continued concept of U.S, "gidi ap applied to
support of Britain's NATO defense efforts.
b. U.S, tariff and foreign Investment policies.
¢> U.S, policles and practices in the world raw materials
- market.
d. U.S,. policy on control of strategic Fast-West trade,

3. The U,S. psychological impact is shaped by basic features of
the British world ouilock: awareacgs of their reduced net‘onsl power
and of the Soviet thrset, which mekes alliance with the U.5, a com~
pelling necessity; and the inequality of that alliance, deeply frustrat-
ing to a people long amccustomed to world leadership. British satisfac-~
tion over the willingness of the U.S. to assume leadership is qualified
by doubts as to the wisdom, constancy, and responsibility of the U.5.
as leader in the world struggle. Signs of unilateralism in U.S; policy
offend British pride by implying indifference to the sacrifices and
experlence of its weaker ally and unwillingness to acknowledge America's
need for the slliance,
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IIT. Bagle U,S5, Policy Objectives and the Role of the United Kingdom

The chief purpose of this study is to discover in what ways
progress toward our basic national policy objectives in the world
struggle has been advanced or retarded by the psychological effects
examined. Those objectives thus constitute the general policy back-
ground and the general criterion of psychologlcal gain or loss for
this evaluation,

The national objectivea referred to need not be recapitulated
in detail for present purposes. Although they are global in charae~
ter, as they relate %o this inguiry, they may be briefly summarized
as follows: To maintain and inerease the abillty and determination
of the U.K. (a) to resist and counter Soviet-Communist power; (b) to
cantribute to the unity and strength of the free world in the struggle
against asggressive communism; and (c¢) to continue and extend its
cooperation with the U.,S, for these purposes.

Established U,S. poliey places exceptional emphasis on the need
for the U.K. as an ally in the world struggle. This poliey takes
into account the following aspects of the U,K, world position and out-
lock which combine to give it unlque strategic importance:

1. The remaining military, industrial, and economic power
gnd morale of the U.K.,, taken together, surpass those of any
other non-U,S, member of NATO and make its contribution indis-
pensable to the North Atlantic alliance as a strategic position
of strength,

2. The U.K.'s influence as leeder of the Britlsh Common-
wealth and Emﬁire, combined with its remsining influence on the
European Continent, in the Near and Middle East, and in other
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parts of the free world; make 1t.an invaluable ally in gaining
acceptance in these areas for ijectives important to the U.S,

3. The U.K.'s gtratesic iocatggg gives it great importance
in case of war as & base for strategic bombing and for support
of military operations on the European Continent. In addition,
the outposts it controls in the Mediterranean, Africa, Southeast
Asia and the Pacific add greatly to its strategic value as an
ally in a future war,

4. The long history of Anglo-American friendship and
cooperation, and long adherence by the two countries to basically
similar political bellefs, form the psychological basis for a
netural alliasnce of sentiment between them and for a united
approach to the politiocsl and ideological contest with Soviet
Communism,

In the course of this study no exact causal_relation hes emerged
between the psychologieal impact of any U.S. economic policy or
program end British attitudes or behavior on any particular question
affecting the U.S. cold war aims cited above. ?heoretically it
should be possible to establish such correlations of cause and effect;
but the complex involvement of these factors with the totality of
U.S. policy, and with the wide range of other factors affecting
British attitudes and behavior in the cold war, makes any attempt to
do so impractical and acadenmic,

The presentation below therefore takes a more pragmstic approach.
A broad sketch of postwar British world attitudes provides the psycho-
logical setting. Following that is an examination of British attitudes
toward the chief aspects of U.S., foreign economic policy which concern
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the U.K., This approach has been chosen as most likely to yield

reliable inferences concerning the problem posed,
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IV, The Psychological Setting: British Attitudes in the World Crigis
1. The psychological impact in the U.K. of U.S. policy, and of

our economic policies in particular, must be seen in the context of
the attitudes of the British people and their leaders toward the
United States, the world struggle, and their role in that struggle.
These attitudes derive from a variety of circumstances besides the
influence of U.S. policies and programs. The following brief review
of these attitudes and their sources establishes the psychological
setting in which U.S. economic policies and programs have operated
in Britain,

2, Hisbtoricsl factors: The British world outlook since World
War II has been reshaped by three major historical developments:
the sharp desline in Britain's own power and fortunes, the emergence
of Soviet imperialism as a vital menace to the security of the West,
and the acceptance by the U.S, of an active role of world leadership.
Awareness of these basic facts has enhanced greatly the importance
in British eyes of their traditional alignment with the U.S.; but
the changed character of that alignment has required emotional
adjustnents of great difficulty even for a politically mature and
stable people.

3. Degline of British power: Below the surface of many
specific British resentments agaiast the U.S, is the frustration of
a people who have seen much of their once unrivalled world power and
prestige swiftly dismantled, and their customary role of leadership
transferred very largely to the United States. Despite the strain
and fatigue of war and postwar efforté, they are clearly aware of
their predicament and still strive to exercise to the utmost the very
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substantial world power that remains in their hands, To this end
they keep a high and precarious balance befween world political
commituents and greatly reduced economiec resources. The aid and
cooperation of the U,S, in economiec affairs are significant factors
in maintaining thet balance,:

4s Sense of dependepnce on the U.S.: The resulting awareness of
their dependence on American peoliecy ies psychologically ambivalent in
British attitudes. There iz bitterness in Being subordinate to alien
leadership, and resentment because the new leader does not recognize
more fully.Britain's continﬁing contributions and sacrifices in the
common effort. On the other hand, there is appreciation of the U,S,
as the indispenasasble guarantor‘of surviving British power and
prestige. Thls ambivalence appears also in more traditional British
attitudes toward America. On the positive side they see in the U.S.
a joint guardian of the Anglo-Saxdn political heritage, an economy
of unrivelled productive energy, and a friend and ally in time of
grestest need, On the other hand, they show unessiness over surviv-
ing overtones of isolationism and e lack of steadiness in the history
of U.S., participation in world affairs, and distaste for qualities
~ such as impetuosity, excessive materielism, and lack of subtlety
which British observers ascribe to the American temperament.,

Of all the negative factors in this relationship, perhaps the
most important in the British mind is that of inequality. Despite
the obvious disparity in power, the British like to believe that
their need of America is equalled by America's need of Britain, and
that the U.S.~U,K. alliance is thus a special relationship forming
tha core of the Atlantic alliance, They are certain that their
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contributions and sacrifices in the common cause are proportionately
at least equal to those of the U,5., Greater U.S. recognition of these
two propositions would strengthen their acceptance of the alliance
and their willingness to saerifice for it.

5. The Soviet threat: Although the ever-present evidence of
dependence on the U,S. is galling to British pride, the Soviet threat
and Britain's weakened and exposed strategic position have made the
alliance with America the compelling premise of British survival,
Soviet power and policies are viewed virtuaslly throughout Britain as
a vital £hreat, and the only serlous threat, to British security;

and the U,S., is clearly recognized as the only adequate source of

ILLEGIB

countervailing power,  Advocates of neutralism or third-force
accommodation with the Soviet bloc have no important voice in Britain

todey. However, this eppreciation of power realities does not extend

to a full consensus with the U.S. on how to meet the Soviet challenge

The fresh memory of grave losses in World War II, and awareness of
their present strategle exposure, make avoldance of global war a
vital necessity in British thinking and cause great gtress on the
importance of avoiding provecation, trying to negotlate specific
agreements, and laying a firmer basis for prolonged co-existence. In
theilr estimate of the Soviet menace, moreover, the British tend to
feel that the U.5, exaggerates the danger of an early Soviet military
attack and under-estimates the importance of congerving its allies'
economic strength and maintaining their already austere standards of
living for the long pull. As will be seen in the next section, both
the positive and negative aspects of this outlock on the cold war
affect British reactionsg to important U.S. economic policies,
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6. Eolitical end other differences with the U.,8.: In addition
fo differences 1ﬁ general politicai outlook andAnational ‘temperament,
gpecific policy disagreements outside the economic realm have marred
the senge of common purpose underlying the U.S,-U,XK, alljance, In
political affairs differences--some of them highly charged with
emotion~-have persisted ovér Ching, the Korean war, the ANZUS treaty,
Irah, Egypt, Japan, and (until recently) European union; and agree-
ment on German questions has often been difficult to melntain.
Additional differences in the military-political field have occurred
over atomic weapons policies, Mediterranean and Middle East strategy,
and the sharing of commends. In no case have thess frictions imperiled
the basic adherence of the U.K, to the alliance; but they have
illustrated and reinforeed the negative side of the more general
attitudes described above and thus form an integrel part of the psycho-
logical setting of this study.

7. Group versus nationsl attitudeg: British attitudee on foreign
policy and foreign economic problems show a high degree of con-

) #
sistency as between different political and occupational Groups,

The relative homogeneity of British society, and the eritical nature

# Many differenses in detail and emphasis naturally occur among
various groups' views on all the questions discussed here,
For instance, right-wing Conservatives and British sgricultural
interests show strong emphasis on tariff protection; and Labor
party eriticisms of the U.S, stress American anti-socialist
tendencies and the supposed perils of "boom-and-bust capitelism.”
Suech variastions in opinion, together with differences in the
particular impact of U.S, economic policies, are important
information for those charged with applying and interpreting
U.S. economic policies on the group level. They cannot be
treated adequately within the scope of this study.
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of British economic problems, tend to cast these attitudes in a
national rather than a group pattern., This is sufficiently true of the
two major political parties that the change of government in 1951
caused no essential change in the psychological problems discussed
above,

To some extent the Bevanite wing of the Labor party is an excep-
tion to the above generalization., This group is the chief voice of
political dissent in Britain, It has opposed the Government's agree—
ment to a few important U.S. foreign policies, notably the rearmament
of West Germeny. However, with few such exceptions the attitudes of
Bevanism on U.S. poliey--both political and economic-- do not consti-
tute a separate and identifiasble opposition doctrine so much as a
distillation (and on some issues a socialist adaptation) of views
which color all British thinking: independence from America in
foreign affairs; distrust of the stability of the American economy
(reinforeed in this case by socialist distrust of capitalism as
such); a tendency to cohsider American poliey undependable, too
little responsive to the voice of British experilence, and likely to

lead to war unless checked; desire to avoid war and to explore all

possibilities of negotiation with the Soviets; emphasis on the need ‘ig*
for "butter" and resentment of alleged American pressure for "guns" ;%§w
instead; and a belief that the American estimate of Soviet warlike §§$§
intentions is exaggerated. By the same token, the majority of % ‘\x{:,_\gg
Bevanites accept--albeit less wholeheartedly--the same basic foreign ctgi

policy premises as does the British majority: the faet of the
hostility of Soviet-Communist power and the strateglc necessity
of NATO and the U.S, alliance, Bevanite critilclem of U.S. economic
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policies, though expressed in sharp terms, focussas on important
grievances which are often heard elsewhere., Much tne same can be
said of the Fmpire wing of the Conservative party, a less potent
grouping at the other political extreme,

Nor do basic distinctions appear between popular and official
views. With individual variations at both levels, both reveal gener-
alized atﬁitudes similar to those noted above in connection with
Bevanism. Official views, while perhaps less prone to accepting adverse
stereotypes of American character, show greater concern than exists on
the popular level with U.S. official attitudes on relatively techni-
cal questions, especlally in the economic field, such as burden-sharing
| in the NATO program, sterling convertibility, trade agreements, U.S.
priorities for NATO, offshore procurement, and raw materials,

8, Summary: The very closeness and the strategic and economic
necossity of the British alliance with the U.S, magnify psychologically
the strains inherent in it: its unequal nature, especially trying for
a people long accustomed to world leadership; the anxieties of vital
dependence on a country different in temperament and looked on as
gomewhat erratic in its approach to problems of international power;
the differences in interpreting and approaching the Soviet menace
and the inevitable stream of gpecific disagreements between nations.
Yet the volume and occasional sharpness of British complaints over
U.5. policy and behavior should be interpreted with reserve. While
they express genuine frustr%tion, they may also serve to relieve
it in some measure.4;~};po,éése ao he resentment%ﬂgiéa of the
Bevanites constitgﬁe a challenge to the alliance itsglf. In Britigh

-

i
H
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psychology, the discords of the alliance are decisively outweighed

by the factors both of necessity and sentiment which hold it together.
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Ve UsS» Economic Policies and U.K. Reactions

ls The following paragraphs treat specific aspects of U.S. frreign
ecmnmic policy# and their psychological impact in Britain. Certain
general observations are necessary by way of preface:
(a) A close relation exists between the psycholngical re-
sults of U.S. ecmomic policies and their purely
ecrunmic results. (Given the general similarity of
British aims in the enld war with those of the U,S.,
their willingness to plan and act in furtherance of
those aims is closely related tn their view of their
ecmomle abllity to do so, Thus the attitudes of en-
thusiasm or resentment evoked by U.S. econnmic policies
are often less influential in British action than the
British estimate of how those policies lngically affect
thelr power tn act in the commm interest,
(b) The strength and stability of the U.S. domestic economy
is more important tn the British than any aspect of U.S.
foreign econnmic policys Even a mild American recession
might, in the British view, cause disastrous conse-
quences internationally, Hence they are constantly anxicus

over the adequacy of U.S. plans to farestall such an event,

"lssues over certain U,%, economic policles invelving third countries
or areas have been omitted fiom this study because they have largely
arisen from, and are closely invnlved with, enmplex pnlitical questinns
beyond the scope of this evaluation, This applies t» problems of
European economic cnoperatinon (on which substantial U.S.-U.K. agreement
has now been achieved); the economic asvects of the Iranian erisis; and
the restoration of Germany and Japan as coummercial pouers competing
with the U.Ke
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2¢ Uo.S, Aid Programs

Psychologically the British are almost unanimous in preferring
trading opportunities to eontinued foreign aid--trade not aid as a bridge
across the dollar gap. British officials and popular opininn share deep
misgivings about the political and psychological effects ~f ten years!
dependence an some form of U.Se ald=="eorrupting both the Luropeans and
the Congress and turning an alliance of self-respect into a confederation
of clients," as the Economigt put it.

However, the ald portion of the bridge is cnnsidered dispensable
only to the extent that the trade portion fills the resultant gape. Since,
as will be seen below,* dollar solvency through trade alone seems very
unlikely in the short run even with full U,S. policy conperation, the
psychological implicatinons of continued aid have imponrtant relevance at
least foar the early future.

Attitudes toward_UOSe aid have fluctuated but on balance have
been highly favorable., Lend-lease was regarded as Britain's by right and
as only partial payment for the dispraportionate burden borne in a onmmon
cause, and the abrupt termination bit deeply intn Britain's psychological
marrows The failure of the venture 1n sterling cnhnvertibility in 1947
also furnished an occasion for popular resentment against the U.S., since
the emvertivility deadline had been set as part nf the U.S. loan agreement
of 1946: desplte the official British share in the original errors of
ecmomle judgment, British publie epinion tended in vetrospect tn blame the
UeSe and even to cite the affair as an instance of averbearing American

pressure.

*For dlscussinn of British trading desires and U,S, policy, see sectlon 3
below,
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The Marshall Plan was greeted with universally high regard for
the generous and far-gighted way in which ECA was conceived and handled.
British recepbivity to ECA was dramatized by the important role played by
Foreign Secretary Ernest Bevin in mobilizing Furopean govermnments behind
the plan and fathering OEEC. Terminatinn of ECA aid to Britain in
Decemnber 1950 was mutually agreed upon and welcomed by the U,K. as evidence
of Britain's &bility to stand on her owm econnmic feet, but in the light
of growing post-~Korea rearmament crmmitments the termination was carefully
labelled "suspenainn! not "end,"

Under the MSA program, on the whble the attitude has continued
to be favorable. It is not the receipt of aid as such that is unpalatable;
defense support was welcomed‘as necessary for meeting jolnt NATO obligatinons,
But strong misgivings developed about the particular way in which the NATO
mutual aid prngfam vas carried out. Ill-feeling has arisen over the laggard
menner in whlch ald was finally given in 1951, and the severe restrictions
placed an its use. The British resent the "hpndout" spirit in vhich they
regard defense supvort ald as having been given by the U.S, They feel that
despite the original design, the U,S. dnes not regard defense support
aid as part of "mutual" aid, earned by the reciprocal contributions of
NATO recipients. The want of mutuality appears for the British in such
UcSe practices as detailed examinatisn of British military production
plans without apparent point; and by what the British tend tn view as
inadequate prinrities in the U.S. mobilization machinery for deliveries
to NATO-—especially sinee the Lisbon timetable for Atlantic rearmament
was agreed to primarily at U.S. urging.

tutual aid is seen as a e¢rmperative and mutually beneficial
pattern in the joint defense effort, with Britain's share of the burdenm
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higher than that of any other country of Furope and second nnly to that
nf the UsS, About its place in the mutual aid pleture Britain dnes
not have a bad consciencej on the contrar&, the British belleve rightly
or wrongly that since 1945 they have eontributed overseas far more than
they have received. Their basic attitude now is that NATO aid arrange=
ments should revert from unilateral concepts back to the original
principles of burden-sharing and mutuality, taking int-~ account the
members! broader (non~-NATO) eontributiens to world securitye

Several eonclusions stand nut from a survey of British
attitudes toward ten years of alds

(a) Although subjected to criticism on a variety of grounds,
ranging frm favlts of administration tn left-wing and Communist
charges that the Marshall Plan was a device for getting rid of U.S.
surpluses, most people have regarded ald favorably and on balance it
has brought rich psychol-gleal dividends for the UsS. The British
sense of self-respect is fortified by the knowledge that Dritain has
itself rendered substantial aid tn other eountries during the postwar
periods they are "givers" as well as "receivers." But the British
feel keenly and inereasingly that the ¢ ncept »f "American aid" gives
poor recognition to the British effqrt on both an Atlantic and a worlde
wide scale, and to the imprrtance of that effort to UsS. securitys, Thus
the continuance of this concept in UcsSe policy has besnme a serious annoyance
to British pride and a growing drag on their willingness te collaborate
in the alliances

(b) Whether termination of the U.S. programs involved would
solve thls psychological problem would depend on sther economic eircum~
stances. Exeept as other vays of meeting the c-ntinuing dellar needs
of the British could be found, terminatinn would force curtailment either
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of thelr milltary-strategic commitments or of their standard of living,
with a corresponding loss of British purpose in the world struggle.

(c) In the short run at least, therefore, the best psychological
snlution would appear to call for maintaining as much nf the econnmic sube
stance now called "aid" as Britain's eomnmitments appear tn require, while
transforming the goncept of aid inteo s~me idea more psychologically
acceptable, The shape of such an idea is already fairly elear in British
mindss In their view the U.S. economic contribution to the allisnce=
whether in arms or otherwise--ghnuld be eonceived and presented as a willing
transfer of U,S. resrurces to other hands, whnse use of those resources
will do more for the common security (on which UeSe security depends)
than would tﬁe same amount spent in the U.Se In this concept, the ideal
Ue3s ecomomic econtribution ta its partners! security efforts is that which
perﬁits the most efficient sharing of burdens in the common enterprise,
and thus the greatest over-all achievement of the military aims of the
North Atlantic Treaty. This c-mcept would bring improvement in British
attitudes particularly if, as expressed in program terms, it invalved sube
stantial expansion of U.S. purchases of British arms or other products,
whose manufacture would not require further diversisn of British
resources, Conversely, failure to develoap such programs expressing the

burden~sharing principle would invite emtinuing frictiona

30 Lilberalization of U.S. trading policies and expansinn of

overseas investment.

Ideally, the richest potential for improvement in U.K,
attitudes lies in liberalization of U.S. tariff and trading policies
and expansion of U,S. investment overseag. Optimum benefit would result

from ynilateral liberalizatinon of U,S, tariffs, remdval of discriminat-ry

shipping and protective agricultursl measures, eliminatinn of Buy
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American provisinns, and large-scale investment overseas not tled to
dollar purchases. By reducing British dependence on direct aid~-—and
facilitating a trade-nnt-ald pattern=--such steps would provide a
direct psycholngical stimulus tn British self-respect and self-reliance;
by braadening opportunities for earning dollars they would reduce to some
extent the econnmic necessity of Soviet and satellite trading connections;
and they would encnurage Sritish cooperation toward a multilateral trading
systems Conversely, retreat from the Reciprocal Trade Agreements positiom
of the past 17 years wnuld evoke fears of a return to Smoot-Hawley pro=-
tectirnism and fortify drives in tho U.K, for greater Coumnnwealth and
sterling area ecomomic insulatimn. Re-enactment of the Reciprocal Trade
Agreements Act in substentially its present fnrm might quiet the worst
apprehensions about U.S. ecnnomie intentiong; but any marked favorable
psychnlogical impact would require loering rather than maintenance of
present tariff levelsa

The nature of the attitude changes stemming from such changes
in UcSotrading pnlicies would depend in part on the actual extent of
economlic benefits which the British would derive. British public opinion
generally shows a major prenccupation with U.S. protecti-nisn; which tends
tn be regarded as the chief source of Britain's ecmomlec ills and the one
great obgtacle tn dnllar snlvency. 0fficial and unofficial British
spokesmen reflect similar views in their contacts with U.S. nfficials,
That such impressions are exaggerated is suggested not nnly in U.S.
econnmlc analyses bub alsn in informed economic discussicn in some British
quarterss for instance, the Lconomist has referred to "the great tariff
delusion" and has emphasized the "blunt fact® that greater U,S. productive
and marketing efficilency also stands in the way of British d»llar snlvency
through trade. If the questinn were ever put to a test through the
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desired U.S. policy changes, it thus seems likely that one result would
be a deflation of the more extravagant British estimates of how much
gnod UsSe tariff changes could dn theme
Nevertheless, liveralization in U.S, tariff and trading policies
would bring subs:antial pnlitical and psychnlogical dividends, far out
of propartinn tn economic results, which might themselves be substantial.
By reduecing dependence nn direct aid it wnuld fartify the British sense
af self-relianceg 1t would widen the horizons of U.K, expnrters and
give a psychnlogical 1ift t» British producers; it would effectively
neutralize left-wing and Communist charges based on the sterentype of the
UsSe as the home of Smont-Hawley. The chief psycholngical benefit, however,
would derive from reassurance t» the British that under any administratinn
the UsSs proposes to live up to its ecrnemic obligations as the world's
foremost creditor power. British doubts nn this point have be~deviled
UsS~UsKe relatioms, particularly since the British tend tn idealize the
role of the U,K, itself played when it was the warldls leading creditor,
tis spirit of reassurance would probably carry over ints political
relatims on prineipal enld war issues insafar a8 1t reduced mistrust in the
UsKe of tle endurance of U.S, political in entions and behavinr in world
affairse
In the British view, expansion of dollar investment overseas,

particularly in underdeveloped arees, is a laglcal extension of Americals
ereditor positlion and essential for the full success of Britain's own
overseaqldevelopment planss Realistically, however, the British tend
tn discount expectatinns, They fear that U.S. public investment will be
tled to dollar sales or t» U.S. Government direction; they dn not expect
private investment in large volume tn leave the safe areas of Ganada.
and Latin America for the dispropartionate risks of Investment in Africa
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and Asia. The British also minimize prospects for U.S. overseas invest-
ment because of their disappointment ever the limited scape of Point IV,
Ideally the British would like to see a large~scale U.S. investment program
not tled to dollar purchases, cordinated with their own development
plans (notably the Colombo Plan!, and taking account nf Britain's
special interests in certain areas, notably the Commonweglth and the
Middle East. A large-scale investment program alang these lines wnuld
bring sizable psychelogical benefits; but the British expect much less
and thelr attitudes reflect this realism, Psychologically, liberaliza=
tion of U.S. trading palicy has been dramatized f-r the public mind,

while overseas investment has played a relatively minor roles

4o Stabllizing international commndity merkets.

Ranking probably third--after aid and freer trade-=in psychological
consequences far both good and 11l are British views of U.S. policies
affecting raw materials availability and marketing, "Potentially,”
says the Economist, "this 1s the most important questinn f all,"

Access to supplies "n falr terms and stability of markets fnr sterling
area raw materials have long b en of major concern tn the U,Xs Cone
siderable resentment was stirred up by UsS. materials policies following
Knreas Therewere twa phasess 4in the first, increased demand for
officlal stockpiling and private industry was largely resuonsible for a
sharp rise in world prices of scarce materials and for shortages in snme
materials (e.g., sulfur, non-ferr~us metals and ferro-allys)s In

the second phase, the UsS. (through centralized buying of rubber and tin,
price contrels on wool, and sther measures) sharply curtailed purchases
ina successful attempt tn reduce prices drastically, with serious
lnsses tn sterling area raw material producers. The U.S. was eriticized
for arbitrary action in matters affecting joint NATO interests, for
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ereating initially an inflation threatening the ec-nomies of the U.K.
and other countries and later for precipitating a dollar erisis in the
sterling area throvgh the collapse of export prices,

The problem of access tn materials was secondary and shorie
lived, having been eased through ecnoperative effort in the International
iaterials Conference. For the U.K. and the sterling area the central
problem is that of stabilizing prices and volumes of exports at
reasnnably high levels; fluctuatinn in export earnings haschronically
disturbed sterling area producers and the need tn intrnduce stability
(uhich can be done only with U.S. conperation) was one of the principal
items on the a:enda nf the Commonwealth Prime Ministers Conference
recently held in Londene

These price fluctuatinns in the sterling area's chief dnllar-
earning exports contrast with the relatively high and canstant levels of
dollar import prices for fondstuffs and raw materials needed in the Usie
-~an aspect of the long~renge adverse shift in the U.K.'s terms of
trade which cannot be reversed in the short run, Against this constant
drain »n the sterling area's already slim dollar reserves, instability
in the raw materials export market is inevitably disturbing, The drop
in sterling area export prices at the end of 1951 hurt the U.K. with
speclal force, and her leaders fear repetitions of such a squeezes
Acecording to British interpretations, the Paley Commissiom Report on world
raw materials forecasts a double blow tn their interests: raw materials
(notably metals) that Britain obtains from nm-sterling area s-urces will
become scarce and thelr prices higher; on the other hand, dollar markets
for sterling area commodities, such as rubber and fibers will not enjoy
a corresponding prosperity because of the growing c-mpetiti-m of
synthetic substitutese
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A long~range solutinn for this prob'em would require attention to
the whole cmplex of factors that has weakened the competitive trading
position of the U.K., and the sterling area. Meanwhile, however, the
British 1nok for U.S. cooperatinn in dealing with nanageable aspects of
the problem. British discussinn has shown seme interest in the possibllity
nf long=-term purchasing arrangements with the U.S. or of multilateral
agrecments whleh would assure the arderly marketing of sterling area
commodity exports at reas-nably high prices, With or without such
agreements—wwhich might in any case be unattainable with-ut increases in
dallar impart prices--British leaders would like t» see the official
actioms of the U.S. in commndity purchasing reflect a greater concern over
the impact of those actions on its allies. They complain that not anly
the actlions but the public statements of U,S, afficials have had
unsettling effects on the world market. Steps in the U.S. to meeh these
criticlsms would introduce a psychnlogically helpful note of stability
into U.K. and Commonwealth ec-n~mic expectationg; reassure the British
that the U.3. desires tn gupport, not undermine, the ecmomic found-tions
of the Commonwealth and sterling area; and would, more gcnerally, help
tn relieve British misgivings as tn the degree of respmsibility with vhich
the U.S. apprﬂaéhes its role as leader of the free woarlde

5. Strategic gontrols and East-West trade.

Since 1948 the U.K. has accepted in prineiple and practice the
need f£ar canperation tn emtral strategically significant exports tn the
Soviet bloc. However, the history of this enpercatiom is marked by
disagreements over implementatisn on bath ecomemic and political grounds,
in all of which the British have viewed U.S. policy as excessively strict
and prohibitive. Even sharper resentment has been expressed against U.Se
legislation on the subjeect, which is considered unilateral and coercives
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Eemomic grounds for British disagreement with U.S. policy
arise both from Britain's traditional trading patterns and from her
present economic predicaments Eastern Europe has long been far more
iuportant in British trade than in that of the U,S.; Britain has depended
especlally nn this area for imports of crarse grain and timber. Since
these comodities bear impartantly »n nutritisn and housing in the U.K,,
the B3ritish inok on this trade as an econnmic necessity as long as
their dollar stringency forbids buying the needed gonds from the dollar
area. Some British comment points to the obstacles to greater exports
T the dollar area as further justification for this position, The
British argue that none of these ecmomic pressures apply to the U.S.,
which has never had important trade with Eastern Europe and thus can
more easily afford a restrictive poliey,

However, even if econmmic justificati-n for trade with the FEast
were less strong in British opininn and habit, political consideratinns
in thelr minds would still argue for its eontinuance at a substantial
level,

Considerable feeling exists in bath parties~-partieculerly in
Labor and trade uninns, the latter to seme extent under Commmist blandishe~
ment~-that maximization ~f trade would tend tn ease world palitical
tensioms and indirectly, at least, imprnve prospects for palitical
negntiation with the Soviet Unimn; and that further restrictions would
have a emtrary effect. Thus the sharper character of U.S. policy nn this
subject falls in with the more generalized British anxlety over U.S.
"recklessness" in the face of possible war. In addition, some British
officials 1ok on trade as a vehicle for political penetratinn and menipula-
tlon within the Soviet arbite
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All the above considerations enter into the British officiel
view that export embargnes should appiy anly tn items having important
military security significance--a relatively small list aceording to
their estimate of the S~vlet blne's strategic impnrt needs.

These views partly explain the continual resentment which the
Jritish have shoun against the terms of the Battle Acts its more
sweeplng restrictiong, including retroactive applicatinn tn exports
already emmtracted for, reflect an estizate of the trade ¢ mtrel problem
far beyond what they are prepared to accept. Psychnlogically, hovever,
it 1s the unilateral character of the law, and its setting up of com-
pliance as a conditinn for mutusl security aid, that most offends British
opinisne They feel that this provisinsn carries a gratuitous implication
nf mistrust notwarranted in view of their past coaoperation in miltilateral
trade eontrnls and not in keeping with the spirit of the alllances

6. Multilateralism and eonvertibility.

UsSa=U.Ks differences on Britain's economic state of readiness
toteke the plunge int» multilateralism and sterling eonvertibility have beam
an underlying s~urce of friction between the two ecountries. Almost
without exceptinon official and business cireles hold that multilateralism
and emmvertibility are desirable long-term grals far the wnrld's foree
most trading nation but that the time is not now, Chancellor of the
Exchequer Butler recently expressed the view that recovery of the sterling
area would not be eomplete until eonditions were created allawing con-
vertibility, but emphasized that the end was not eonvertibility as such
but the maintenance of a sound and expanding economy, A substantial
gogment of Conservatives and businessmen appear to subseribe to the
policy of the "rapid dash" for convertibility, provided it is not accom-
panied by elimingtion of trade controls. There 1s a tendency to pass
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the ball to the Us.Ss; the British question whether the U.S. would be
preparcd to make the concessinns needed to make convertibility wnrkables
Difficult t» pin down but also discernible is an apparent British tactie
to exploit American eagerness for sterling convertibility as leverage for
galning econnmic crneessinns which théy claim are necegsary tn make
emvertibility a reasonable riske Labor has taken a firm stand ageinst
premature onnvertibllitys Morrison #nld the Commons »~n Nnvember 17, 19523
"Our view is that making the pound eonvertible would inveolve

gning back to the interwar years, namely, balaneing ~ur trade

at a lower level of eeonnmic activity than before, for then

we cnuld anly balance our trade 1f the government were to

vursue deflatinnary pnlicles at home. Indeed, the chiwice for the

Gnvefnment'is between full emplayment, in vhich case it must

accept economic planning and eontrels, or eomvertibility, in

vhich case we must expeet the consequences nf the deflati-nary

policies as in the interwar years,"

On thie score much resentment azainst the U.S. has facused
on the General Agreement for Trade and Tariffs (GATT) which is widely
regarded as Americ#n-Spnnsnred and as responsible for restricting the
senpe »f imperial trade. For some time underlying hnstility t» GATT
appeared to increase among both Conservatives and (aborites, taking the
form of extreme hostility in empire-minded quarters. But recently
oriticism of GATT has been muted semevhat at the instance o»f some British
officlals vho increasingly view it as a fundamental U.K. commitment and
not with»~ut value t2 the U.Ke Many ~fflcials and buginessmen believe
that the purpases of GATT and the imperial preference system can be
rceonciled since the former is a long-term move toward multilateralism
(which is also the UeKe's long~term gnal) and also serves as a shield
against retaliation. Opinions are still widespread, however, that "GATT
1s more of a handloap than a blessing t» this country" and that the UeKs
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canmnnt afford tn give up the security of trading insulation. Much anti~GATT
sentiment stems from provisions which bind preferences at levels comsidered
harmful to British trading prospects in the Commonwealthe

British hesitations and fears eeoncerning multilateralism
and emvertibility are reflected in resentment at the U.S. which is
regarded as the principal champlon nf the dnctrine in theory though not
always in practice. 1In extreme circles mm both the right and left
crities charge that the U.S. advacacy of this doctrine 1s (a) a cover
for efforts by U.S, interests to capture mark-ts at Jritish expense, (b}

a cover for inherent hostility to the sterling area, and (c) a hypneritical
policy since the U,S. dnes not practice in its own tariff policles what
it preaches tn the Commomwealth,

In mare responsible quarters resentment at U,S, views has been
muted largely because UsS. prlicy has taken the form of exhortatisn rather
than direct political or economic pressure. But latent irritati-om might
erupt intn a wave of bad feeling an the part af both pratectisnisteminded
Conservatives and Labor (uliich holds that national eonnomic stability
must be sheltered against world depressinon hagzards) if U.S, econnmic
policy moved from advice t» pressure. The psychological result of such a
move uould result not anly from anticipated adverse ecnnomic emsequenses
but from deep resentment over U.S. "meddling" with internal British
economic policless There is a widespread feeling in the U.K, that the
UsSe misunderstands the ehromie 1ll-health of the U,Ky ecmomy and fails
to draw the l-gical policy eonclusions from the basic structural mgladjust-
ments in world ecmnmic relationships. Reluctance tn set the prund free
and give up trade and currency hedges has deepened as a result of the
psycholagical shnck of the hasty but short-lived attempt at ermvertibility
in the summer of 1947 under provisians »f the Anglo—American/%gggement,

Security Information
CONFIDENTIAL PYage p¢ of 29 Pages

Approved For Release 2003/12/16 : CIA-RDP80-01065A000400080010-5



Approved For Rglease 2003/12/16 : CIA-RDP80-01065AQQp400080010-5

-

Seeurity Information
CONFIDENTIAL PSB D-36

DRAFT January 12, 1953

There has not been suffieient discussinn in the U.Ks t9 hazard
Judgment on the psycholagical impact of proposals for a stabilization
loan. On the basis of recent perlismentary end press statements ~n the
general aspects of GATT, IMP, and prospects for liberalizing trade
and peyments, it appears likely that the U.Ks would find unacceptable s
stablilization loan of moderate size o nditioned on near-term convertiblllty
of payments on current acenrunt and eliminatiﬁn of trade barriers, Even
fewer have been expressinns of British views ~n propesals f£or an Atlantic
Reserve Fund or Atlantic Payments Uninn._ Generally press npinion has been
non-crmmittal, On the basis of past attitudes, however, it is Judged
that the U.K. would not be favorably disposed t» any scheme that_inVﬂlved
bath an end to discriminatory trading practices and the right »f interw
national manazers of such a fund to intervene in savereign economic decisinns
in Londom. A recent article in the Eemomist (Nevember 22, 1952) con-
sldered the feasibility of an Atlantic Payments Union backed by a U.sSe
reserve of swme ;35 blllism; it speculated that only a measure of such
hernic proportions might be potent enough to .overcome pnlitical and
psychnlnglcal abstacles in the U.K. and Commonwealth to any scheme invlving
alase supervision of internal policles,

7> Influencing British iaternal eemnamic palicy.

Adverse feeling about U.S. attempts to persuade the U.Ke
tn adopt corrective ecmomic measures along orthndox financial and
monebary lines ls fairly widespreads In offleial cireles, among
Conservatives and in the financlal press there 1s appreciatimn for the
restraint and tact shmm by U.S, officials in ECA dealings and in other
ecrmnmic negntiatione. At the same time a certain pervasive resentment
exists in all cirecles aver criticlsms of British economie policies by
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UeSs business men and Congressmen, and, particularly in Labor circles,
ﬁéer statements by leading Americens counselling that aid be withheld
from eountries engaged in "agoclalizatinn." The very fact of disparity
in ecrnnmic strengths leads tn a presumptinn that the U.3. seeks to
interfere in domestic ecmomic and financial measures.

Psychalngloal reactiom 1s nob necessarily related to Jritish
judgments of the substantive validity of American advice. Most
leading Conservatives, buasinesamen and the financial press would
agree as tn the desirability of pursuing more orthodex monetary and
fiscal policies--ralsing interest rates, cutting budgetary expendie-
tures, lowering sncial services==although many of them would not
gy along with U.Ss recommendationg for elimination ~f restrictive
practices in the domestic market. But it is felt in both Cnnservatlve
and Labor circles that U.S. advice is nelther suitable nor proper;
that the naturenf the ecrnomies 1s sn different that analogies drawn
from U.S. experience are pnintless; and, that in any case U.S,
tintervention®" is nnt warranted by the size of U,S. aid and cﬂnétitutes
int~lerable "meddling" in internal affairse

Psychnlogically U.S. leverage on U.K. financial policies
is limited by these attitudes and particularly by U.K. lrritation
aver any signs of U,S. intervention. The very fact of UeS. sponsor-
ship sets up a negative reactinan evoking resentment and ill-feeling
which can probably be traced to the emotional impact of disparities in
strengths., Typleal 1s the reaction tn recent financial and econnmio
rechymmendatlons by the American Chamber of Commerce to the Crmmonwealth
Minlsters Conference: Irrespective of the intrinsle merits of the
American propnsals for esonmic and finaneial reforms s~me British
financial writers resented its "gratuitous" advices
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In labor (and left=wing intellectual) circles hostility
stens partly from doctrinal differ ﬁces over the merits of financial
orthodoxy, partly from resentment néer UeS. criticism of nationaliza=-
tion policies and the high level nf:welfare services, but mginly from
the fee'ing that U.S. "eapitalism'" will use its leverage tn undermine
the soelalist alms of Labor,

Generally psychnlogical reaction has not beer serinus
because UsS. "interventinn" hag evidently been restrained except for
oceasional irresponsible statements from non-official circles, But
there 13 a latent suspleion of U.S. "interfercnce" vhich could readily
be stirred up at any sign that the UsS. wnuld sttempt tn use its
ecnmlc strength as leverage tn change Usi's ecmomic policies. Again,
the psychnlogical impact would be generalized rather than specifice
".eddling® would not throw the UK. into Soviet arms nor would it be
likely t» change the basic pnlitical direction in the c¢Hld war, It
would, hovever, feed latent honstilities and sap the enthusiasm of

Britain in the western alllances

Security Information
CONFIDENTIAL Pace 29 »of 29 Pages

Approved For Release 2003/12/16 : CIA-RDP80-01065A000400080010-5



